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Sustainability and what
that means for us
We are very excited to bring to you our inaugural Stewardship Report
that aims to better amplify our sustainability journey both as a business
and within our investment process. We are very proud of the dedication
and vigour with which our investment team has approached the topic of
sustainability since our inception as ALUWANI, and we collectively look
forward to building on and evolving our approach in years to come.

It is well documented that the first corporation
in modern time was established in the 1600s
(East India Company). Since then, it won’t be too
farfetched to state that societies have primarily
created businesses and systems that focus on
the advancement of profits and power of some
businesses or organisations at the expense of
others and the broader ecosystem (environment,
communities, employees) within which such
corporations or businesses operate. There has
been significant evolution and development over
time but largely the systems have been similar.
To understand this evolution better please refer
to Box one, two and three in the appendix which
cites sections from Business Ethics, an insightful
read on the evolution of business ethics from
BCE to the modern age.
So why do we continue to fall short?
Neale Donald Walsch, an American author
and speaker, has attributed the current human
predicament to separation. We have essentially as
a society and race become alienated from each
other on the basis of our differences. On reflecting
on this it is clear to me that as human beings we
have bought into the concept of separation which
essentially numbs us to the impact of our actions
on the broader environment, and to our fellow
human beings. In essence, when it is convenient
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or suits our agenda, we recognise that impact.
As a society, we have therefore promoted
a value system that rewards extraction,
self-preservation, competition, and selfish
individualism at the expense of others. There
has been a constant pursuit of accumulation
at the expense of everything that we do not
identify with whether that be a different
individual or our environment. As a result,
continuously repeating the cycle of excesses
and short-termism.
This alienation or separation is being aggravated
by or based on the belief that the problems
that we are facing as individuals and societies
are either created by someone else or about
someone else and therefore it does not
directly affect us. The reality is that we can be
different, there is nothing wrong with that. But
these differences should not mean division or
separateness or be the cause of conflict.
Any system that gets created, any policy
or regulation that gets put forward will not
be sustainable as long as it is rooted in this
(advancement at the expense of others).
More and more regulation whether that be
Government or regulatory body imposed
cannot be the solution. There needs to be a
shift in our approach.
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Despite the increased focus on ESG and
sustainability from the mid-1900s there has
been a sustained increase in the degradation
of our environment as well as an increase in
extinctions, pollution levels, and wealth and
income inequality between individuals in
society. Therefore, while in the same breath
there has been an increase in awareness around
sustainability, of ESG, as a civilisation we have
continued to create a culture of businesses that
focus on maximisation of shareholder wealth
with a focus on profits and self-interests.
Many famous philosophers and thinkers have
pointed out the need to live a life of purpose.
Neale Donald Walsch has pointed out the need
for us to come to the recognition that ‘our life
is not about us; it is about everyone whose
life we touch and the ways in which we touch
it’. Albert Einstein has famously said ‘try not to
become a man of success but rather a man of
value’ and ‘the world is not dangerous because
of those who do harm but because of those who
look at it without doing anything’. Sadhguru has
wisely said that ‘all that truly matters in life
is the profoundness of our experience and
impact of our activity’.
I think when each of us experientially
understands this deep within our core and allows
that to dictate our actions we will end up solving
many of the problems that we ourselves have
created as a society or civilisation. Fostering
compassion and empathy is also critical as we
move forward as a society. Not because it is
good or bad or the right thing to do but because
when one truly opens oneself to compassion
or empathy, we allow ourselves to understand,
to learn, and to transform – as the reality is
evolution or transformation is the basis of our
existence. It therefore allows us to gain clarity
and see beyond our perspective.
Governance, Environmental and Social issues that
we look at or are facing as societies should not be
looked at as E, S or G issues in isolation of each
other. As mentioned above, we as a civilisation have
largely been operating or have created systems
steeped in competition and separation. The end
result is that there is a fragmentation on how one
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deals with and prioritises issues. The stark reality
is that there is a complete inter-connectedness
of all social, governance and environmental issues
in that a worsening of our environmental factors
will have negative consequences on social issues
as they will increase the cost of living, reduce
the availability of basic resources, and further
increase the inequality that is currently in place
which will in turn negatively impact governance.
We then have poor governance practises that
consequently lead to poor decisions around
social and environmental practices and the cycle
continues. The focus therefore needs to be on
conscious sustainability. Essentially going back
to the ancient teachings of our civilisations that
have looked to promulgate co-operation versus
competition and the inter-connectedness of all
of life versus separation.
ALUWANI has a multi-generational responsibility
to be part of businesses that are willing to
change, that are willing to abide to a deeper
motive than just profits. Success for us will
be defined by our ability to consciously and
proactively create the change that we are seeking
within our environment through our actions.
It has been said that success is not something
that you can get in life or in situations, it is an
inner process, in that it is something that you
bring to everything that you do in life. The
beauty in this statement is that it shows us that
success is not something that you get from your
job, your actions, your environment. It is what
you bring to your job, to your environment, to
each and every circumstance in the way that
you approach it.
So, with this backdrop, what does sustainability
mean for ALUWANI? That is, what is our
commitment in light of this? Our purpose –
which will outlive each and every individual in the
business currently in leadership to the newest
employee is ‘To positively impact the lives
of our stakeholders through the efficient
allocation of capital’. This purpose is steeped
in the principal of ubuntu which very wisely
teaches us the inter-connectedness of all of
life. There is a deep wisdom in that and need to
understand that we cannot exist in isolation, and
we therefore cannot create success in isolation.

3

We therefore need to be able to impact our
ecosystem/our operating environment, the
communities around us with the resources that we
have and through our actions. This purpose pushes
us to evaluate each and every opportunity with
this lens from a business perspective. It has been
and will continue to be the way that we measure
our success. We are therefore clear about the
need to build a business that not only does right
by its clients but also for the community and
environment in which it operates.
Abraham Lincoln has famously said ‘I never had
a policy; I have just tried to do my very best
each and every day’. The way that I and we at
ALUWANI experience this is that as individuals we
need to be clear on our purpose but be flexible
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on how we achieve it each and every day of our
existence. The reality is we will never know the
full impact of our actions and while our focus is
to make the biggest positive impact at any point,
the most important thing will be our intent and
our follow through. We can only do this through
fostering a conscious approach rooted in
compassion and empathy that allows us to
gain understanding and clarity. This in turn
deepens our sense of responsibility to all of life
as we truly realise our connection with our fellow
human beings and all of life.
Sincerely,
Mishnah Seth
Head of Investments
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ALUWANI:
Finding a better way
Founded in

2015

An independent,
owner-managed
investment
management
business

B-BBEE LEVEL 1
CONTRIBUTOR

Our
purpose:
To positively
impact the
lives of our
stakeholders
through
efficient
allocation of
capital
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Investment Professionals

310 years
Collective experience in
the investment team

AUM
of R114.8
Billion
Fixed income: R90.5 bn
Balanced: R14.1 bn
Equities: R10.1 bn
Alternatives: R173 m

Our vision is to create a:
•	Large multi-strategy investment management
business
•	Transformative black-owned and controlled asset
management business of scale
•	Significant staff and management ownership
structure aligning investors’ long-term objectives
with those of ALUWANI
• Sustainable and mutually beneficial

Bryanston
Johannesburg
as at April 2022
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Our values
Together we are changing the future
for the greater good…
Our values keep us honest to our cause, they guide us towards a common goal;
because our people are our strength, through their yearning to find a solution and to
be the best at what we do, we strive to do the right thing and to make a difference.

We show
EMPATHY by always
assuming good intent
and imagining how
someone else is
feeling

We value
TEAMWORK in
that every role plays
a critical part in our
ecosystem and we
deliver for
each other

We appreciate
FRANKNESS by
communicating
openly, clearly,
directly, honestly and
respectfully
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We
perform with
ACCOUNTABILITY
by holding each other
responsible for our
results and promises
and fixing our
mistakes

We encourage
GOOD
CITIZENSHIP
to exceed our
stakeholders’
expectations and
needs
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Playing our part
Our approach
to socio-economic
development
Since the start of our business
in 2015 we have aimed to make
a meaningful impact to Early
Childhood Development (ECD).
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Studies have clearly shown that the first six years of a child’s development
are hugely important in his or her ability to learn later on. Added to this,
the South African context is that over 60% of children are primarily raised
by working mothers which makes having a safe environment to facilitate
learning as key.

As such, we are working with an early childhood
development centre in Katlehong and Vosloorus.
The centre is called Katlehong Early Learning
Resource Unit (KELRU) and we support them by
providing financial support towards facilitating
a free and fully accredited ECD programme
including Grade R, for children aged 2–5 years
old who reside in informal settlements. These
are children who are mostly on social grants
and therefore do not pay to attend these
ECD centres. Through this initiative our aim
is to ensure that children in under-privileged
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communities in South Africa have access to
quality, safe ECD programmes that support their
readiness for primary education. As part of the
initiative, we have donated a new classroom to
one of the KELRU sites (our initiative where we
are supporting ECD) and this was to replace an
unsafe corrugated iron container classroom at
their site in Vosloorus.
In an effort to improve sanitation and hygiene
facilities, we built four toilets with sufficient water
supply for one of the KELRU sites.
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Our focus on creating opportunities for youth and young women has led
to the recent establishment of the ALUWANI Professional Cycling Team
(ALUWANI Pro Team) and the ALUWANI Vul’amathuba Ntombi Cycling
Academy Program (AVUNCA) with the aim to make a meaningful and
sustainable contribution.

•	The ALUWANI Pro Team is focused on building
a cycling team comprising exclusively of
cyclists from disadvantaged communities with
the potential of achieving professional status
in the sport and further developing the sport
in their communities.
•	AVUNCA is aimed at developing and
empowering black young women. This
programme is specifically aimed at young
women in high school to intervene early
in their lives and hopefully stall the current
unacceptable school dropout rates. We
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believe we can build stronger and more
balanced young women in our country by
developing three pillars, namely:
– Mental Strength;
– Academic Progression; and
– Physical Health.
We will continue to focus our resources and
collective efforts to create a more equitable and
inclusive society through the initiatives that we
support to achieve meaningfully and positive
impact.

9

Our ESG journey to date
Our view is that sustainable investment decision making requires a strong
focus on ESG considerations as investing is primarily about balancing returns
potential with risk. ESG considerations therefore have always been at the
heart of our investment process across our various investment capabilities.

Sustainable business practices as a means
of value creation lead to businesses that are
best placed to create long-term value for
investors. Understanding risks related to ESG as
it pertains to the sustainability of businesses and
the ability of businesses to weather the storm is
therefore extremely important. From the start of
ALUWANI in 2015, ESG considerations have been
a key pillar in our investment decision-making
process across our investment capabilities. In
2019, we however embarked on an exercise
to formalise ESG considerations within our
investment decision-making framework.
Our approach to every aspect of this process
is from the perspective of a fiduciary that is
focused on generating sustainable risk-adjusted
returns for our clients. Our approach and
process therefore continues to be driven by
each and every member of the investment team
with a very clear understanding that all analysts
and portfolio managers need to fully incorporate
ESG factors and considerations from the start
of their investment decision making versus an
over-lay post the research process.
Given the premise that ESG considerations
are central to our ability to deliver long-term
sustainable returns to our clients, we built a
proprietary multi-source ESG scoring framework
that would strengthen our ESG approach and
structure and standardise our analysis of ESG
value drivers.
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We recognised that the lack of transparency
and consistency among ESG data providers
is a key challenge facing investors today. To
address this, it was therefore imperative that we
build our own multi-source scoring mechanism
that was transparent and therefore provided
the analytical tool that was needed for us to
make more informed investment decisions.
Our proprietary framework is also a key first
step or foundation for robust engagement
with our underlying investments. It helps
us identify companies for engagement in
a systematic manner while understanding
the materiality of the underlying ESG
considerations. We therefore have moved away
from having a score from an external provider
which is very much a black box to an analytical
tool that allows us to dig deep on material ESG
issues.
While there is consistency in our approach
across the entire investment platform, we do
not adopt a ‘one size fits all’ approach to ESG
assessment. As such, we recognise that the
materiality of ESG factors differ by sector, size
of business and area of operation. Our approach
to ESG integration therefore into the investment
process does not attempt to be comprehensive
in its assessment of ESG factors; rather, it aims
to create clarity over which ESG factors are
considered material and which are not, from
the perspective of an investor.
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Over 2021, we have looked to further evolve and
mature our ESG scoring architecture to accommodate
specific metrics or tilts for the ESG factors that
we have identified. This will allow us to derive
a score where the focus is on each company’s
implementation and delivery on ESG commitments
versus just disclosure of their intentions or policies.
This is a critical step in further cementing the
bottom-up nature of our approach where the focus
is on enhancing the use of this score within our
integration and analytical process to allow us to make
robust investment decisions. Our commitment is to
continuously evolve this part of our process in
line with industry best practice.
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ESG assessment scores for the stocks under our coverage
A: Overall ESG Assessment Score

Average Scores
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B: Average Environmental, Social and Governance Scores
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Chart B shows the average score of each pillar per sector. The pillar shown at the top illustrates where the sector scored
highest, and the pillar at the bottom illustrates where the sector has scored the worst. The height or length of the ribbon
shows the magnitude of the score. For example, for energy stocks that we cover the environmental score is very low.
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What we look for in our
analysis
To derive a holistic ESG score for our exposures, we identified c. 400–500 possible ESG metrics that
could be potential inputs into our process. We refined these possible metrics to a list of between 150
and 200 data points by manually identifying which of these metrics would be most relevant or material
to the key drivers of long-term value. Of these data points, c. 120 have been selected from external data
providers and c. 50 are additional data points that we have identified as material. The investment team
sources these c. 50 data points directly from the companies through questionnaires.
The table below lists some of the factors that we monitor and look to understand in our analysis of
ESG risks in our underlying investments.

Governance

Environmental

Social

We look for and value a
culture of transparency,
accountability and
structures that facilitate
robust decision making
that are in the best interest
of all stakeholders.

We look to understand
what corporates are
doing in their drive to
operate sustainably in their
respective environments.
We look to understand
their approach to managing
potential environmental
concerns and their
approach to dealing with
these risks. We also look to
understand their approach
to regulatory risks that may
affect their business as a
result of environmental
factors.

How a company deals
with social factors as
with Governance and
Environmental are
critical in its drive to be
a sustainable business
over the long term. How
a business treats its
employees, customers
and other stakeholders is a
critical determinant of its
ethos and culture.

Some of the key variables
that we look at:
• Independent oversight
•	Board structure, culture
and controls
•	Balanced stakeholder
relationships
(remuneration, labour
relations)
• Transparency

Some of the key variables
that we look at:
• Climate risk
• Water
• Environmental harm
• Waste management

Some of the key variables
that we look at:
•	Empowerment
statistics and diversity
• Business ethics
• Bribery and corruption
• Consumer protection

Our analysis of the variables listed above among many others looks to achieve the following:
• Where companies compare with respect to the variables that we assess them on
• Measure the evolution of these data points over time
•	Understand the extent to which these ESG factors will drive the long-term value of the underlying
investments and at the same time identify and quantify the risks over the short and long term
ALUWANI Stewardship Report | 2022
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We seek to provide
sustainable risk-adjusted
returns over the
long term.
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UN Sustainable
Development Goals
UN SDGs within our process

Through our investments
Through our portfolios we actively provide capital
to businesses that in turn impact the following
SDGs:

As custodians of capital within
our investment process we
directly align to
16.6 – Develop effective, accountable
and transparent institutions, and
16.7 – Ensure responsive, inclusive,
participatory and representative
decision-making at all levels.
1. We start by
•	identifying relevant strategic, operational,
stakeholder issues as they relate to the
investment and broader impact on the
world
2. Through a process of research
•	which involves looking at reported
information
• completion of our ESG scorecard
3. And engagement
• where we take the following steps:
		 – setting clear expectations
		 –	providing structured and consistent
feedback on key issues
4. We get to the following outcome
•	following through with capital allocation
decisions
•	positively influence in favour of investment
and UN SDG goals
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What does ESG
engagement mean for us?
Engagement means having constructive conversations with management
teams of our investee companies based on the findings of our ESG
assessments. The goal of engagement is twofold: Firstly it is a tool to
enhance long-term value as engagement allows us to better understand
underlying sustainability drivers and secondly it allows us to push for
an improvement in practices that unlock value in the longer term and
therefore achieve broader impact.
The focus of the second element therefore
becomes helping our underlying corporates
make measurable progress on key issues over
time and to hold them accountable.

lack of engagement can manifest a lot quicker.
Disengaged shareholders can therefore directly
contribute to poor management of ESG and
sustainability matters at underlying corporates.

We believe that regular dialogue with the
management teams of the underlying businesses
that we invest in plays an important role in
stewardship. Our engagement objectives are and
will continue to be centred on issues that we believe
have the potential to enhance shareholder value and
lead to sustainable businesses and practices within
the South African and global context.

We look to deploy the following engagement
mechanisms:
•	One-on-one meetings with management
teams primarily and, where necessary, the
board
•	Questionnaires and other written forms of
communication
• Voting
•	Discussion with other market participants and
stakeholders
•	Engagement with NGOs and regulators where
needed

While the positive impact of engagement
accrues gradually through consistent and
structured engagements, problems due to a

Some of the issues that we have encountered in our engagement
drive over the last 12 to 18 months:
1. Clear plan and focus: Several boards and management teams are still grappling with
identifying their sustainability issues and formulating a strategy to tackle them.
2.	
Clear intent: Lip service and box-ticking approach is still a key concern for some corporates.
3.	
Lack of access or engagement: One or two companies appear to be in denial about certain
issues or they are not willing to engage with external counterparties.

ALUWANI Stewardship Report | 2022

16

We have conducted a total of 88 ESG-focused
engagements in the last 12 months.
High level engagement topics discussed

Environmental 31%
Social 30%
Governance 39%

Environmental engagement topics

Climate change 44%
Environmental strategy 16%
R
 esponsible environmental
practices 40%

Governance engagement topics

B
 oard effectiveness and
independence 56%
Rem policy 4%
Poor corporate governance 18%
Rem policy and over-boarding 11%
Other 12%
ALUWANI Stewardship Report | 2022

Social engagement topics

Staff welfare 7%
Diversity 2%
S
 ocially responsible business
practice 77%
Other 14%
Closed and ongoing engagements

E
 ngagements that are
closed 64%
E
 ngagements
ongoing 36%
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Our values guide all
interactions, internally and
externally, enabling us to build
principled and sustainable
partnerships with all our
stakeholders.
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Summary of key engagements
that we have carried out across
our investment capabilities
South African Lower Income Residential Property Developer
Objective

Understand the social risks and opportunities in the business.

Main issues

There is a structural shortage of housing for lower income residents
in South Africa. The company has the opportunity to deliver housing
into this shortage. However, lack of housing is strongly emotive and
politicised, giving rise to a number of material social risks specific to the
company and the broader economy.

Details of engagement

We have had many interactions with this company through time.
Recently, social risks have materialised in the form of land invasions
on several of their key developments and attempted land invasions on
others. The invasions and subsequent illegal occupation of housing
units was highly complex and took some time to resolve. There was an
onward financial effect because cash flows were severely disrupted.
We had multiple engagements to understand how these issues were
being resolved and the further risk mitigation put in place. We have also
previously spent time to understand their unique philosophy of integrated
developments in which income groups are mixed to form an aspirational
community. Also included in such residential developments are features
of social benefit such as landscaping; free facilities like parks, playgrounds
and community centres; as well as amenities such as schools.

Outcome

We have seen the company make a number of improvements to mitigate
and manage the risks while benefiting themselves, stakeholders and
communities. Sustainability principles have become embedded into the
business model and their product design (integrated developments).

Status

We will continue to meet management as the social issues evolve.

ALUWANI Stewardship Report | 2022

19

South African Bank
Objective

Understand the role that was played by the bank in alleged corrupt activities.

Main issues

The bank is publicly accused of facilitating an alleged corrupt transaction
involving a large SOE.

Details of engagement

We spent time with the senior management of the bank to establish the
bank’s point of view on the allegations and to understand whether there are
weaknesses in the underlying control environment. We discussed in detail
the mitigations inherent in the control processes, the internal investigation
and the results of the independent investigation procured by the bank.

Outcome

The bank is a publicly listed company and involved in an ongoing
corruption investigation. We are therefore aware that certain details could
not be disclosed to us. Hence our focus was on the robustness of the
compliance environment within the bank and how accountability would
occur internally. Although the compliance environment appears to the
external observer to be robust, it is apparent to us based on publicly
known events that there are weaknesses. The bank did not confirm this
view in our discussions.

Status

The investigation is ongoing and we will continue to engage as details
emerge.

South African Listed Property Company
Objective

Understand social risks and opportunities in relation to this company’s
property portfolio.

Main issues

Given the nature and location of its property portfolio this company was
substantially affected by the civil unrest which occurred in July 2021.

Details of engagement

We discussed the immediate effects of the unrest including the extent
of damage to buildings, the financial and physical mitigations in place
across the portfolio. Also, we discussed at length the importance of
these properties in terms of the benefits provided to communities and
community involvement in both the unrest and later in the safeguarding of
these facilities. Management detailed their prior community strategy and
shared with us their increased conviction of the importance of positive
community involvement and their plans to scale up these activities in
the future (for example, the provision of free community services like
playgrounds, bursary schemes, cleanliness, etc).

Outcome

The company management demonstrated a deep understanding of the
nature of the communities within which they operate. Having had these
discussions, we have enhanced our understanding of the risks and the
social benefit of investing in such businesses.

Status

We will follow up on additional mitigation measures following the unrest
as well as the progress made on additional community engagement.
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South African Industrial Holdings Company
Objective

Understand pollution, water and waste management, climate risk
mitigation, and systemic risks to single-use plastics industry.

Main issues

The company produces single-use plastics which have a well
documented detrimental effect on the environment. The company’s
timber business is subject to climate change impacts and the
manufacturing businesses consume substantial quantities of water.

Details of engagement

We have had multiple sustainability-related engagements with this
company over the past few years. We have raised concerns about the
environmental impact of the single-use plastics that they manufacture.
Plastics manufacture is a material portion of their profitability and cash
flow. We discussed the possibility of structural changes in the plastics
market owing to the public aversion to environmental damage as
well as possible global and local legislation. In respect of the forestry
operation we mainly discussed their forestry management programme,
water conservation, climate-related risks and mitigation plans. Given
their reliance on water as a key input, there is much discussion about
responsible water use and conservation.

Outcome

We are satisfied for now with the incremental improvements being made
in respect of ESG targets and water conservation efforts. We have yet
to draw a conclusion on the impact of changes in the global plastics
and packaging industries. The company’s response has been to step up
promotion and facilitation of plastics recycling and investment in new
technology.

Status

Our engagement remains ongoing. In future we would like to see
more specific timelines and targets being set (scope 1 and 2 emissions
in particular). We are also encouraging increased disclosure. Our
engagements on climate risks, emissions, water and waste management
are ongoing.

South African State-Owned Enterprise
Objective

Given the challenges associated with governance in recent years we are
particularly sensitive to governance matters.

Main issues

Independence of the board and management team is of particular
importance to this SOE.

Details of engagement

We have had many engagements with this counterparty over the past
years. Our recent discussions with senior management and the company
secretary have intended to establish the degree of independence of
decision making as well as understand the processes and controls in
place to ensure this. We also engaged to voice our concern about the
apparent lack of independence of the board chairperson who was
previously a politician.
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Outcome

We gave input about our concerns including, inter alia, the process
of board nominations in general and the special processes if the
appointment is a politically exposed person (PEP). We also discussed
weaknesses in the process for senior management appointments and
some potential improvements that could be made. Subsequent to our
discussions the board chairman was replaced.

Status

This SOE has been constructive in their interactions with us, and for now
we are satisfied there is sufficient independence in decision making.
However, we expect to see incremental improvements in their processes
going forward. The engagement process in ongoing.

Gold Company
Objective

To further understand issues related to over-boarding, remuneration
policy and CO2 emissions.

Main issues

At the time of the latest annual general meeting, we voted against
resolutions pertaining to the re-election of a non-executive director
together with the remuneration policy and its implementation. In
addition, we wanted to discuss the company’s strategy to reduce CO2
emissions.

Details of engagement

We had a call with the Investor Relations and Corporate Affairs executives
to discuss why non-executive directors were nominated for re-election.
It remains ALUWANI policy that non-executive directors should hold
no more than three board positions. We also wanted to understand the
lack of targets related to the awarding of both short-term and long-term
incentives and to understand how awards were made. Finally, we wanted
to understand how the company would achieve a sustainable reduction
in CO2 emissions.

Outcome

The issue of over-boarding will remain a subject for debate with
corporates as some will argue our policy is too restrictive given the
acute skills shortage in South Africa. In our discussions, we were
reassured that the director would soon be retiring and that the
company understood our concerns around over-boarding. Details of
the company’s deferred share plan were discussed and although we
were reassured that there is a discernible link between targets and
remuneration, we still have unresolved issues regarding a departed CEO
whose remuneration appeared excessive. Finally, the strategy to reduce
CO2 emissions will remain unresolved until a new strategic plan for the
company is finalised.

Status

Our engagement remains ongoing to ensure that the link between
remuneration and performance is improved and that there is a clear
pathway to reduce CO2 emissions.
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Food Retailer
Objective

To provide our view on corporate governance concerns related to high
non-executive chairman remuneration, long-tenured non-executive
directors, and environmental disclosure.

Main issues

The non-executive chairman’s remuneration seems excessive considering
the size and complexity of the company. There are several directors that
have tenures that exceed ALUWANI’s policy, thus in our view impairing
their independence status. In addition, the company does not disclose
carbon emission and water consumption targets, which makes it difficult
to hold the company to their plans. They also still provide single-use
plastics which harm the environment.

Details of engagement

We raised our concerns regarding the issues above and had both
email and conference call engagement. We had a detailed discussion
with the Investor Relations Manager and Company Secretary. Whilst
acknowledging that the non-executive chairman’s remuneration is high
relative to similar peers, the company is a family-owned business, and
he provides a strategic oversight role. However, they will look to change
his remuneration structure based on our points raised. They have noted
concerns from the market regarding certain long-tenured directors
but do value directors with the required experience. They had internal
carbon emission targets but had decided not to publicly disclose them,
as some of those metrics are linked to suppliers and partners, thus
requiring collaboration. Whilst noting the impact of single-use plastics
on the environment, most of their customers are low income to middle
income and felt they couldn’t ask them to bring their own bags or pay
for use of plastics. This could potentially harm foot traffic if pushed
through.

Outcome

We were satisfied with the company’s response to the issues we
raised. The remuneration structure of the non-executive chairman
will be changed. The non-executive directors that have exceeded
the recommended maximum tenure will step down at the next AGM.
They have made an appointment to the sustainability team and will be
disclosing carbon emission and water consumption targets. They will
work with suppliers to reduce single-use plastics.

Status

Our engagement remains ongoing. We will monitor the actions to be
taken and will continue to engage with the company on further disclosure
of environmental data and targets.
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Retail Pharmacy
Objective

To highlight the low ESG score and lack of a comprehensive ESG strategy,
corporate governance risks and over-boarding by directors.

Main issues

The company has a poor ESG score relative to peers, highlighted by a
lack of environmental data disclosure, use of single-use plastics and
insufficient social initiatives disclosure. Corporate governance issues have
also been flagged as a key risk. Lastly, over-boarding of directorships by
certain members of the board.

Details of engagement

We engaged with the CFO/CEO-elect and the non-executive chairman.
The company has a low ESG score relative to peers and the CFO
commented that whilst they have come a long way from their humble
beginnings and become more institutionalised, they still have their
roots as a family-run business which means certain areas haven’t been
given the importance they need. They currently don’t participate in the
carbon and water disclosure projects or disclosed carbon emission
targets. Corporate governance function has been flagged as weak due
to related-party transactions, primarily ownership of the distribution
centres by the founding family. Certain non-executive directors are overboarded in terms of directorships (having more than three directorships).
They consistently assess the quality and performance of their directors,
making sure they attend all meetings and go through material. They also
commented that experienced directors, particularly with pharmacy or
retail sector experience, are hard to find. They are currently investigating
the use of plastics compared to bags and will come up with a policy once
their research has been completed.

Outcome

We were impressed with the openness of the company to engage on
their areas of weakness and look for ways they can improve. The social
and ethics committee has been tasked with compiling a comprehensive
ESG policy that will be brought to the board and then communicated
to the market. They have engaged with a third party to compile carbon
emission and water consumption metrics for the company, which they
will disclose. In addition, carbon emission targets will also be disclosed.
The related-party transaction has been resolved as the distribution
centres have been sold to an external party and contracts amended.
They will engage with the director that is over-boarded and he is likely
to relinquish one of his directorships, which will then bring it in line with
global best practice.

Status

We have an open dialogue with the management team. We are
encouraged that the related-party transaction issue has already been
finalised and we await the release of the annual report for the next
financial year which will include the ESG strategy and plan. The feedback
as per the engagement removed our concerns and allowed us to take a
position in the company.
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South African Industrial Materials Company
Objective

The main objectives were to understand the company’s governance
engagement. Specifically, to discuss a possible addition to their
remuneration policy targets to include climate change mitigation
performance matrices. In addition, to understand the company’s view on
a board member whose reputation was questionable.

Main issues

Executives of the company don’t have to adhere to climate change
mitigation matrices when it came to long-term incentives. Given the
nature of the company, the long-term environmental impact by the
operations of the company is material.

Details of engagement

A positive outcome from the engagement was that the company was open
to listening to our concerns and take them on. In our engagement, it was
found that our concerns on the lack of an inclusion of climate change
mitigation matrices was an issue the board was already in discussions about
and were willing to make appropriate changes. On issues raised regarding
the reputational damage of the board, the company says they have
discussed the reputational issues with the board member and have satisfied
themselves with the response received from the board member.

Outcome

We await the next remuneration report to see whether our concerns were
well received. The board member in question is still active. The company
has assured us that the board member is competent and accounts well
on the board.

Status

We await the next remuneration policy report to engage the company
further if our concerns were not taken into account.

South African Diversified Industrial Company
Objective

To get a better understanding of the remuneration policy and motivate
for better disclosure of targets. Secondly, to understand their efforts to
achieve better energy efficiency.

Main issues

At group level, the company acts as an aggregator of all reporting on
ESG of the various companies owned. The company scores poorly on
environment and social issues, lacks an environmental team given a
company of its size, and discloses poorly on remuneration targets.

Details of engagement

In the engagement with the company, it was found that there was under
reporting. The information presented on the environmental report, specific
to environmental issues mostly focusses on the biggest contributors within
the group of companies. This allayed our concerns because the company
is in fact doing more than originally thought. When raising concerns of
having an environmental team, it was found that various executives have
additional duties which is akin to having an environmental team. The
various executives of the group of companies meet on a quarterly basis to
monitor progress of their efforts. Regarding the poor disclosure of targets,
the company mentioned this has been an issue with investors and that they
planned to improve this in the next reporting period.
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Outcome

While disclosure regarding the remuneration policy has improved as per
the company’s communication, it still leaves much to be desired. There
is still room for improvement on the disclosure front. Also, with better
understanding of their efforts on achieving better energy efficiency, we
were satisfied with their responses and actions.

Status

One of our biggest concerns is remuneration target disclosure, we will
continue to monitor and advocate for better disclosure.

South African Clothing Retailer
Objective

Corporate governance issues related to long-serving directors, overboarding by the non-executive chairman and other directors.

Main issues

Several directors have had a long tenure on the board, in excess of
ALUWANI recommended maximum tenure which in effect classifies them
as not being independent. The non-executive chairman holds the same
position at another listed company. There are several non-executive
directors who we believe are over-boarded.

Details of engagement

We initiated contact with the company by suggesting a conference
call to discuss the issues raised. The company, however, preferred to
communicate only via email. The company commented that it continually
assesses the independence of long-serving directors and is satisfied that
they do not fail any independence test. The company feels that the nonexecutive chairman is not over-boarded or overcommitted in terms of
responsibilities, despite him having the same responsibility at another
listed entity. On the issue of over-boarded directors, it prefers to follow
the Glass Lewis Proxy Voting Policy, which refers to four as the cut-off.
The company believes that ALUWANI has a philosophical difference of
opinion in relation to this issue.

Outcome

Ultimately, despite our efforts to engage further on the issues raised, the
company stated that it does not see any benefit from further engagement
and so ended any communication. None of the issues raised have been
addressed.

Status

Based on the poor level of engagement and lack of any outcome, we
have incorporated this into our investment view and ESG assessment.
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South African Credit Provider (Private Company)
Objective

A detailed assessment of the company’s governance.

Main issues

Special emphasis was placed on governance given that the company is
unlisted, it is our first investment with them, and the nature of its products
(SME business loans).

Details of engagement

Among the other diligence items we conducted a deep dive investigation
of governance and business controls. We spent time analysing control
policies and processes and independently verified certain aspects. We
interviewed every member of the company board (without management
present) and almost every member of the credit/investment committee,
including the chairman independently of the others. Our questions were
aimed at verifying whether members were truly independent, evaluate the
skills of each individual and the processes for making decisions, etc.

Outcome

We were largely satisfied with the governance of the business, albeit that
we made some recommendations for refinements. We were also able to
negotiate certain contractual terms relating to governance processes and
controls, including appointing our own representative to become a voting
member of their credit committee.

Status

We will continue to have active engagement to build a deeper
understanding of this business through regular reporting and discussion.
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Industry case study:
Microlending
Microlending (or unsecured lending) is a controversial and complex industry.
With the borrowing requirements of so many South Africans unaddressed by
the traditional banks there is also a large unregulated industry that has arisen
to meet this demand. The industry has an estimated R200 bn of outstanding
loans. Although all retail lending is governed by the National Credit Act (NCA)
in practice lending occurs in regulated and unregulated contexts.

Proponents of the industry claim that unsecured
lending products provide access to capital that
would otherwise not be available and that, if
used responsibly, the loans can result in positive
outcomes for the individual borrower like capital
formation such as a deposit on a home, small
business finance and higher education. However,
deponents would point to the vulnerability of
certain types of customers, the potential for
predatory lending practices and the potential for
inappropriate use of funds (e.g. for consumption).
Our challenge is to ensure a balance between
the benefits of these financial products with the
potential for abuse. Our approach is to make
capital available to those that demonstrate
responsibility for the products that they sell.
Obviously, we only provide capital to lenders
operating in compliance with the NCA, but over
and above this we expect to see substantial
evidence of responsible lending practices.
To aid our analysis we undertook a survey of the
industry participants. Starting with a questionnaire,
we asked participants specific questions relating
to social impact, affordability, lending practices,
customer education, internal controls, employee
and management incentives and accountability.
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The questionnaire and subsequent followup discussions were specifically designed to
unearth “substance over form”. The result of
our process was instructive. The responses
we received were varied in quality and detail,
as were the subsequent follow-up meetings.
Through our follow-up meetings and without
being prescriptive we challenged players in
the industry to improve sustainable lending
practices. In one particular case we were
encouraged to see the underlying business had
pivoted its strategy towards lending products
that would demonstrably improve customers’
financial health and possibly over time create
wealth.
The outcome of this exercise is a more informed
view about industry practices. We are able to
discern between the relative maturity of lending
practices and the degree of social awareness
of each lender. Subsequent to this, we have
tended to invest with those lenders that
engaged more deeply (and continue to do so)
and those that have a more mature approach.
We continue to engage all microlenders
(whether we are invested or not) to promote
improvements in the industry.

28

Some people anticipate
their next move. How they
balance risk and reward
ensures a winning strategy.
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Proxy voting as a form
of engagement
Proxy voting is an important part of our investment responsibilities and is
a way to protect the interests of our clients. The responsibility for proxy
voting rests with the equity team. Each equity analyst is responsible for
voting on resolutions proposed by the companies under his/her coverage.
The ALUWANI proxy voting policy outlines the principles that determine
how we vote on company resolutions.

How we voted in 2021
During the year, we considered and voted on 757 resolutions. We voted in favour of 79% (595) and voted
against 21% (162) of those resolutions.

A split of the way we voted

Resolutions voted against
Re-election of
directors

21%

44%

Remuneration
policy

79%

25%

Authority to issue
shares
Remuneration of
non-executives

12%

7%

Other 6%

Votes for

Votes against
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Reappointment
of auditor

5%
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Below, we provide a brief explanation as to why we voted against these resolutions.
Re-election of directors

Authority to issues shares

If, by our assessment, a director is not
independent, or if a director lacks the appropriate
skills and experience or if he/she is a member of
too many boards and attendance is poor, we will
vote against their re-election.

Generally, ALUWANI opposes resolutions that
seek approval to place unissued shares under the
control of the directors or that allow directors to
issue shares for cash, because issuing new shares
would dilute our relative shareholding. There are
times when we would consider voting in favour
of these resolutions, but they are evaluated on a
case-by-case basis.

Remuneration policy
In our view, remuneration policies should at least
keep in mind the following principles:
(i)	transparency and accountability;
(ii)	align managements and shareholders’
interests;
(iii)	remuneration must be performance-based,
with a clear link between performance,
remuneration and stakeholder value creation;
and
(iv)	the policy should not incentivise short-term
profit growth at the expense of long-term
shareholder value creation. Misalignment
with these principles would result in a vote
against the remuneration policy.
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Remuneration of non-executive
directors
In our view, non-executive director fees are
usually a reflection of the company’s size,
operational complexity, business risk environment
and performance. The quantum of fees should be
evaluated in this context. If the amount paid is out
of line with these criteria we would vote against.

Reappointment of auditors
In line with our proxy voting policy, we vote
against audit firms that have been the auditors of
the company for more than ten consecutive years.

31

Appendix
Box 1: Excerpts from Business Ethics
Authors: Stephen M Byars, Kurt Stanberry
Publisher/website: OpenStax
Book title: Business Ethics
Publication date: Sep 24, 2018
Location: Houston, Texas
Book URL: https://openstax.org/books/business-ethics/pages/1-introduction
The major historical periods that have shaped business ethics are the age of mercantilism, the Industrial
Revolution, the post-industrial era, the Information Age, and the age of economic globalization, to which
the rise of the Internet contributed significantly. Each of these periods has had a different impact on ethics
and what is considered acceptable business practice. Some economists believe there may even be a postglobalization phase arising from populist movements throughout the world that question the benefits of
free trade and call for protective measures, like import barriers and export subsidies, to reassert national
sovereignty. In some ways, these protectionist reactions represent a return to the theories and policies that
were popular in the age of mercantilism.
Unlike capitalism, which views wealth creation as the key to economic growth and prosperity, mercantilism
relies on the theory that global wealth is static and, therefore, prosperity depends on extracting wealth
or accumulating it from others. Under mercantilism, from the sixteenth to the eighteenth centuries, the
exploration of newly opened markets and trade routes coincided with the impulse to colonize, producing
an ethical code that valued acculturation by means of trade and often brute force. European powers
extracted raw commodities like cotton, silk, diamonds, tea, and tobacco from their colonies in Africa,
Asia, and South America and brought them home for production. Few questioned the practice, and the
operation of business ethics consisted mainly of protecting owners’ interests.
During the Industrial Revolution and the post-industrial era, in the nineteenth and early twentieth
centuries, business focused on the pursuit of wealth, the expansion of overseas markets, and the
accumulation of capital. The goal was to earn as high a profit as possible for shareholders, with little
concern for outside stakeholders. Charles Dickens (1812–1870) famously exposed the conditions of
factory work and the poverty of the working class in many of his novels, as did the American writer
Upton Sinclair (1878–1968). Although these periods witnessed extraordinary developments in science,
medicine, engineering, and technology, the state of business ethics was perhaps best described by
critics like Ida Tarbell (1857–1944), who said of industrialist John D. Rockefeller (1839–1937), “Would
you ask for scruples in an electric dynamo?” With the advent of the Information and Internet ages in
the late twentieth and early twenty-first centuries, a code of professional conduct developed for the
purpose of achieving goals through strategic planning. In the past, ethical or normative rules were
imposed from above to lead people toward right behavior, as the company defined it. Now, however,
more emphasis is placed on each person at a firm embracing ethical standards and following those
dictates to arrive at the appropriate behavior, whether at work or when off the clock.
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Box 2: Excerpts from Business Ethics
Authors: Stephen M Byars, Kurt Stanberry
Publisher/website: OpenStax
Book title: Business Ethics
Publication date: Sep 24, 2018
Location: Houston, Texas
Book URL: https://openstax.org/books/business-ethics/pages/1-introduction
What effect does time have on business ethics, and how is this effect achieved? If we accept that
business today has two purposes – profitability and responsibility – we might assume that business
ethics is in a much better position now than in the past to affect conduct across industries. However,
much of the transformation of business over time has been the result of direct government
intervention; one recent example is the Dodd-Frank Wall Street Reform and Consumer Protection
Act that followed the financial crisis of 2008. Yet, despite such regulation and increased management
vigilance in the form of ethics training, compliance reporting, whistle-blower programs, and audits,
it is tempting to conclude that business ethics is in worse shape than ever.

Box 3: Excerpts from Business Ethics
Authors: Stephen M Byars, Kurt Stanberry
Publisher/website: OpenStax
Book title: Business Ethics
Publication date: Sep 24, 2018
Location: Houston, Texas
Book URL: https://openstax.org/books/business-ethics/pages/1-introduction
Another important characteristic of Eastern and Western systems of virtue ethics is the integration of
personal and professional life. A person could not act one way at home and a completely different
way in public, especially civic leaders, merchants, teachers, and rulers. The modern tendency to
compartmentalize various aspects of ourselves to accommodate circumstances would have puzzled
those living in ancient Greece or China. A retail manager who contributes generously to help protect
endangered species but thinks nothing of working the sales staff to the point of burnout to achieve
monthly goals has not successfully integrated the personal and the professional, for instance, and
even poses obstacles to individual happiness and life in the community. Everyone desires efficiency in
business but compartmentalizing our personal and professional ideals can lead to “dispersed personal
accountability” in an organization and the kind of financial meltdown that occurred, through greed
and rule-breaking, in the housing and financial industries and led to the worldwide recession of 2008.
The integration of personal and professional lives has two effects: motive and awareness. Motive is the
willingness to do the right thing because it is the right thing, even though there may be no perceived
benefit. Arguably, it is here that the individual’s true nature is revealed. The other effect, awareness, is
the ability to see the ethical dimension in all events, choices, decisions, and actions. Many business
scandals could be avoided if more people understood the value of human capital and the need to see
the larger picture; to put it differently: responsibility over profitability. Or, as Confucius would say, it is
the person who can broaden the Way, not the Way that broadens the person.
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